University of New Mexico

UNM Digital Repository
SourceMex

Latin America Digital Beat (LADB)

11-9-1994

Banco Obrero Request for Help Reflects Debt
Problems of Banking Sector
LADB Staff

Follow this and additional works at: https://digitalrepository.unm.edu/sourcemex
Recommended Citation
LADB Staff. "Banco Obrero Request for Help Reflects Debt Problems of Banking Sector." (1994). https://digitalrepository.unm.edu/
sourcemex/3346

This Article is brought to you for free and open access by the Latin America Digital Beat (LADB) at UNM Digital Repository. It has been accepted for
inclusion in SourceMex by an authorized administrator of UNM Digital Repository. For more information, please contact amywinter@unm.edu.

LADB Article Id: 56402
ISSN: 1054-8890

Banco Obrero Request for Help Reflects Debt Problems of
Banking Sector
by LADB Staff
Category/Department: Mexico
Published: 1994-11-09
On Oct. 27, Banco Obrero filed a request for an emergency loan of 300 million nuevo pesos (US
$87.8 million) with the National Savings Protection Fund (Fondo Nacional de Proteccion al Ahorro,
Fobaproa). In its application to Fobaproa which serves a function similar to the US Federal Deposit
Insurance Corporation (FDIC) the bank attributed its insolvency problems to a huge growth in
overdue loans, which increased to 107% of net assets as of June 1994, compared with a rate of 77.9%
as of year-end 1992.
According to financial and banking analysts, many small- and medium-sized banks such as Banco
Obrero are facing the threat of insolvency because of an inability to attract new capital, as many
large-scale depositors are choosing to place their funds either in the larger banks or in financial
institutions overseas. Additionally, the analysts note that the lack of capital in the Mexican banking
industry as a whole has been aggravated by the low rate of personal savings among the Mexican
population. The ability or inability to attract capital has had a major bearing on whether individual
banks have been able to address the growing problems with overdue loans, which has affected
banks of all sizes.
Statistics compiled by the National Banking Commission (Comision Nacional Bancaria, CNB)
showed the ratio of overdue debt to net assets also increased for Mexico's three largest banks.
According to the statistics, Banamex reported the percentage of bad loans to net assets at 45.3% as of
June of this year, compared with 23.7% in June of 1992. Similarly, the ratio rose to 55.5% from 33.5%
for Bancomer during the same period, and to 97.9% from 53.5% for Banca Serfin. According to a
study by El Financiero daily business newspaper, total overdue loans in the national banking system
as of June 1994 amounted to slightly more than US$12 billion, an increase of nearly 250% from US
$3.5 billion in June 1992.
"The weight of these nonperforming loans forces banks to devote more money to their reserves,
which cuts down on profits," said Lizabeth Barrera, a banking analyst for Mexico City-based
Interacciones brokerage house. In an article in La Jornada daily newspaper, financial columnist
Carlos Fernandez Vega offered a separate list of banks that are endangered by overwhelming
overdue debt and could require assistance from Fobaproa. The list included banks of all sizes, such
as Banca Serfin, Comermex, Banco Internacional, Banco del Centro, Banco Confia, Banoro, Banco del
Oriente, and Bancreser. According to Fernandez, the most likely bank from this list to follow Banco
Obrero's example of requesting funds from Fobaproa is Banco del Oriente (Banorie), whose overdue
debt has risen to about 185% relative to net assets. Ironically, Banorie had succeeded in bringing
down its overdue debt to 81.7% of net assets as of June 1993 from 98.7% as of December 1992 before
the problem exploded again.
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"The financial balance sheets of the various financial institutions appear to show an inadequate
strategy to address the growing problem of overdue debt," said Fernandez. Fernandez questioned
whether Fobaproa is in a position to meet the requests of all these institutions. He noted that
the 300 million nuevo pesos (US$87.8 million) requested by Banco Obrero represents roughly
10% of the 3 billion nuevo pesos (US$878.7 million) in total resources currently deposited in the
Savings Protection Fund. Furthermore, Fernandez suggested that the total funds in Fobaproa
represent about 33% of the overdue debt owed to Mexico's largest bank, Banco Nacional de Mexico
(Banamex). Analysts generally agree that overdue loans will continue to burden the Mexican
banking sector unless the government succeeds in bringing down interest rates and rekindling
economic growth, which would in turn help improve the rate of repayment from borrowers.
Additionally, a healthy economy could also promote an increase in personal savings, which would
further help capitalize banks. Nevertheless, even if interest rates drop and economic growth picks
up, the Mexican banking sector is expected to face other challenges, including heavy competition
from 18 foreign banks, which are expected to begin operations sometime in the first half of 1995.
The list of foreign banks, which was announced by Finance Secretary Pedro Aspe in late October,
includes several prominent US, European, and Japanese institutions with ample experience in
international banking (SourceMex, Oct. 26, 1994).
Another potential challenge for smaller and medium-sized banks in Mexico is a new requirement
by the Finance Secretariat (Secretaria de Hacienda y Credito Publico, SHCP) that banks retain
a minimum capitalization level of 10%, compared with the previous 8%. According to banking
sources, the increase in the capitalization requirement is designed to provide greater security for
investors. Carolyn Gex, a banking industry analyst with Oppenheimer Securities told El Financiero
International newspaper that the banking sector is "walking a tightrope" by remaining so undercapitalized. In order for Mexican banks to compete against the foreign newcomers, Gex said that the
institutions must start to grow, and the only way to do that is by raising capital.
For his part, Felix Kaiser, a banking analyst at New York-based Moody's rating company, suggested
that the banking sector must also learn to assess risks more carefully when providing loans.
"Economic growth by itself will not solve all the problems," Kaiser told El Financiero International
newspaper. For example, Kaiser noted that a high percentage of those who have defaulted on loans
to banks over the past two years are credit card holders.
Kaiser said the banks themselves created this problem by issuing too many credit cards shortly
after they were reprivatized by President Carlos Salinas de Gortari's administration, beginning in
1991. When the credit cards were first issued, there was no credit reporting bureau to assess the
risks of the potential credit card holders. Ironically, some consumer groups have charged the banks
with unreasonable and unfair practices in dealing with credit card holders. For example, in late
October the National Association of Credit Card Holders (Asociacion Nacional de Tarjetahabientes,
ANT), called a "counterconvention" in Mexico City to coincide with another convention by the
Mexican Banking Association (Asociacion Mexicana de Bancos, AMB) to seek a four-year program to
restructure debts for credit card holders. In an interview with Agence France-Presse, ANT president
Francisco Castro said some banks are requiring interest payments close to 40%, and as high as 200%,
for consumers who are slow in repaying their debt.
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